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| of the American Bankers Association, recently served as United States Minister 

n and Financial Advisor to the Supreme Commander of the Allied Powers in 
. Tokyo. His analysis of the Japanese situation is significant. 
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HE UNIVERSITY OF MICHIGAN is an instrumentality of the 
State of Michigan, one of the great possessions of its people. It exists in 
their name, and its function is to be of service to them. Its origins are 
imbedded in the territorial foundations of the State. Very few institutions 


or enterprises of any kind now existing in this commonwealth can reach 





back into those early years. 

/ ‘3 Long before the State of Michigan was known for some of the things 
| which are now the hallmarks of its importance, long before it became 
the great arsenal of democracy, the University of Michigan had estab- 
lished itself as a great educational institution. It was sending out its sons 


and daughters into all parts of the State and the nation and the world, 





where they left their imprints upon the life of their times. 

The University has grown and developed with the State itself and with 
the enlarging interests and emerging needs of its people. Through all 
these years, the University has served their educational purposes, their 
economic endeavors, their professional interests, and their civic concerns. 
This is its Constitutional obligation. This is the purpose for which it 
exists. This continues to be the focal objective of its educational policy 





and the impulse for its educational effort. 

The University recognizes the imposing significance of commerce and 
industry in the economic life of the State of Michigan and the need for 
a succession of men who can participate in the affairs of business with 
usefulness and reputation. The School of Business Administration was 
established in response to this need, and its educational programs are 


designed to serve this purpose. 
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Steps required to place Japan on a 





self-sustaining basis are discussed in... 


Economic Problems of Japan 





S a result of the loss of the war, Japan 

acquired not only the economic problems 
that could be expected for a defeated nation, 
but some special ones of its own. 

To understand this, it must be realized 
that Japan is an island empire, densely popu- 
lated, and must export in large volume to 
provide itself with food stuffs and many of the 
raw materials of production. In this respect 
Japan is somewhet comparable to the British 
Isles but, while the islands of Japan do not 
greatly exceed the area of the British Isles, 
Japan must support a population of 81 million 
people, which is growing rapidly. 


Adverse Factors 


Japan itself suffered severe physical loss 
and damage to its industrial capacity, and 
also the economic and financial dislocations 
which would result from losing the war. But, 
in addition to that, Japan lost its empire, 
which consisted of Manchuria, Formosa, Ko- 
rea, North China, the Kuriles, Southern 
Saghalin, and the mandated islands. These 
prewar possessions furnished the raw materi- 
als for Japan’s industries, and also served as 
a large outlet for its manufactured goods. This 
was in effect a yen bloc in which foreign ex- 
change became a relatively minor problem. 
As a maritime trading nation, Japan lost its 
merchant marine, which was a substantial 
contributor to the development of foreign 
trade and to the invisible balance of trade. 

Included with the loss of the empire was the 
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loss of great capital investments in these areas 
and elsewhere, and the revenues from these 
investments. With the loss of sources of raw 
materials and trade, also was lost the influ- 
ence of the empire on contiguous trading areas. 
This was magnified by the antagonisms cre- 
ated toward the Japanese as the result of their 
earlier conquests in the war. Equally serious 
was the need to repatriate to the islands of 
Japan proper over five million Japanese from 
the empire and other areas of the Far East. 

When these problems are added together 
and related to the concentration and growth 
of the population in an area which lacks many 
essential raw materials, and which, because of 
the nature of the terrain, no matter how highly 
cultivated, can not supply all the food re- 
quirements of this population, it can easily be 
seen that the economic problems of Japan 
are many and difficult. All of them are serious, 
their effects reach everywhere, and they can 
not be met quickly or easily. 

In Japan there is a population of about 
2,840 persons a square mile of cultivated land, 
compared to about 237 persons a square mile 
in the United States. Despite this concentra- 
tion, Japan produces approximately 85 per 
cent of her own food stuffs. The total area of 
Japan does not exceed that of California, but 
its population is about eight times that of 
California—that is, 81 million compared to 
ten million. The state of California is greatly 
concerned about the problems arising from a 
gain of about three million new residents in 
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the last seven years. The Japanese birth rate 
is so high that Japan has a net increase in 
population of something over one million a 
year. At the present rate of increase, the 
population of Japan will be at least ninety 
million in ten years, and probably more, while 
California is worrying about a further gain 
of two and one-half to three million, and an 
eventual total population of twenty million. 


Recent Recovery 


In the past two years there has been a sub- 
stantial recovery in the Japanese economy. 
However, while industrial production ap- 
proaches and in some important categories ex- 
ceeds prewar (1930-34) levels, and while 
foreign trade has been increasing, these fac- 
tors remain small relative to the growing 
needs of Japan’s increasing population. 

In 1937 Japan had an export volume of 
$1,206 million and an import volume of 
$1,372 million—a foreign trade deficit of 
about $166 million. This modest unfavorable 
trade balance was characteristic, but the defi- 
cit was covered by earnings from insurance, 
banking, shipping, overseas investments, re- 
ceipts from tourists, and other invisible items. 

The 1937 volume of trade suggests the vol- 
ume which must be created for Japan to re- 
gain its economic independence and support a 
much larger population. But it must do so at 
a much higher level of world prices. Some esti- 
mates indicate that an import and export trade 
volume of at least $1,250 million in each direc- 
tion will be necessary before this can be ac- 
complished, a step which will serve only to 
re-establish a prewar standard of living 
(1930-34). 


Foreign Trade Complications 


Progress in the redevelopment of foreign 
trade is complicated by a whole new series of 
developments. During and after the war, 
Japan could not supply its normal foreign 
markets. In the meantime some of these mar- 
kets have disappeared, have materially 
changed, or have shrunk. Many countries 
which formerly depended on Japan for goods, 
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have been busily engaged in learning to supply 
themselves. They impose trade restrictions in- 
tended to protect their own developing pro- 
duction. Other countries are following the be- 
lief that their future welfare also depends on 
greatly increased domestic production. 

The geographical pattern of trade for post- 
war Japan also has been changed greatly, and 
there are substantial changes in the product 
patterns of trade. New trade restrictions and 
currency exchange problems have arisen, and 
imposed over everything, lies the fact that the 
most important nearby trading areas are dis- 
rupted by internal wars and political con- 
fusion. The political situation in the Far East 
is even more complicated and disturbing than 
the financial and economic situation. 

In 1937 other Asiatic areas, inciuding that 
of the Japanese Empire, dominated Japanese 
trade, accounting for about one-half of its im- 
ports and more than one-half of its exports. 
Since the war the Japanese import trade has 
been predominately from the United States, 
which of course means dollar expenditures. As 
Japanese industrial production has increased, 
and as it has been possible to make trade ar- 
rangements with other Asiatic areas, the 
United States has declined as a source of 
Japanese imports, although it remains ab- 
normally high. The same is true of Japanese 
exports, of which the United States market 
took about three-fourths in 1946 and about 
one-fourth in 1948. 


Foreign Trade Needs 


In 1948 Japan’s exports were $259 million 
and its imports $638 million. Both were the 
result of progressive and substantial yearly 
increases, but the increases have been ac- 
companied by substantial increases in the un- 
favorable net trade balance, largely financed 
by expenditures of the United States Govern- 
ment. To reduce progressively the unfavorable 
trade balance is an extremely difficult prob- 
lem under present conditions. However, a be- 
ginning has been made. It is reported that in 
the first six months of 1949, actual exports 
exceeded the total for the full year 1948, and 








it is estimated that in 1949 there will be a 
reduction in the foreign trade deficit of nearly 
$200 million from 1948. 

In effect, to balance off its trade on a self- 
sustaining basis, Japan will need to exort 
about six times as much as it did in 1948 and 
hold its imports to about twice 1948, while 
substituting in these imports other goods and 
products for those now furnished from United 
States appropriations. 

Traditionally, textiles are the principal Jap- 
anese export. They still remain so, but in 
much smaller amounts. However, the compo- 
sition of textile exports is now quite different 
from the prewar pattern. Exports of raw silk 
are about one-fifth of prewar, which reflects 
the growing competition of synthetic fabrics. 
Cotton cloth and yarn have increased in rela- 
tive importance. 

It is a complicated and slow process to 
broaden the base of Japanese foreign trade. 
Its growth will depend not only on the eco- 
nomic recovery of Japan, but on the political 
stabilization and recovery of the normal Jap- 
anese trading areas in the East. More than 
anything else, the outlook for the expansion 
of future Japanese trade appears to depend 
on the end of political disturbances in Asia, 
and the reduction rather than the increase 
of trade and currency restrictions, which have 
been multiplying rapidly. 

Despite the obstacles, much has been ac- 
complished. The foundation was laid only to 
be disturbed and confused by the mounting 
problems of the sterling bloc and the growing 
disaster in China. Now the principal task is 
to adjust an increasing volume of output more 
exactly to the demands of a growing foreign 
competition. An increasing volume of domestic 
production is not automatically followed by 
more exports and a better balance on foreign 
et Inflation 

Internally Japan suffered from an extreme 
inflation. Its government budget had not been 
balanced for eighteen years, during which time 
there has been uninterrupted and substantial 
deficit financing. There was a sharp growth in 
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military expenditures during the war, and con- 
tinued extravagant government expenditures 
after the war. Recently this has been: brought 
under control. The budget for the fiscal year 
1949, which in Japan begins April 1, was 
balanced as a result of a directive issued by 
General Douglas MacArthur to the Japanese 
government. 

Some idea of the progress of the inflation 
can be obtained from government deficits 
which rose from approximately 103 billion yen 


’ in 1947 to 166 billion yen in 1948; from the 


government debt, which rose from 150 billion 
yen in mid-1945 to 531 billion yen in mid- 
1949; and from the currency issue, which rose 
from 30 billion yen in August, 1945, to 315 
billion yen in April, 1949. The Bank of Japan 
index of wholesale prices rose from 584 in 
1945 to 23,145 in April, 1949, against a 1933 
base of 100. 

These figures suggest the need for the action 
taken by General MacArthur to siabilize the 
Japanese economy, as represented by his nine- 
point Stabilization Directive of December, 
1948. 

There are many aspects of the inflation and 
other internal problems too extensive and 
complicated to detail or explore here. It will 
be possible only to mention a few of them. 


The Budget 


The preparation of the Japanese govern- 
ment budget begins with estimates of the 
various ministries’ requirements, which usual- 
ly are received in January. These are the most 
superficial of preliminary figures. Yet a budget 
is expected to be submitted to the Diet and 
enacted in March, to be effective April 1. 
There is a sharp contrast between this and the 
practice in the United States where the gov- 
ernment departments submit carefully pre- 
pared estimates many months in advance of 
the fiscal year, and the Congress has the 
budget for consideration six months before 
the beginning of the fiscal year for which the 
budget is made. 

The Japanese budget comprises thousands 
of items and is divided into two principal 
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parts—the General Accounts and the Special 
Accounts budgets. Also, there are supple- 
mentary budgets for the many government 
trading, distribution, and financial corpora- 
tions. Briefly, the General Accounts represent 
principally government administrative opera- 
tions; and the Special Accounts, the govern- 
ment-owned and operated railways, communi- 
cations system, tobacco monopoly, and other 
bureaus and agencies. 

For the fiscal year 1949, the General and 
Special Accounts budget gross total was over 
3,000 billion yen. When interaccount trans- 
fers and duplications are eliminated, the net 
budget for General and Special Accounts 
totaled over 1,800 billion yen. The budgets 
for corporations related to the government 
amounted to a total of 1,314 billion yen. Thus, 
the total budgets of the government and its 
agencies aggregated about 3,100 billion yen. 
Of course, many of the Special Accounts and 
government agency expenditures were offset 
by revenues other than from taxation, which 
represents about 704 billion yen of revenue. 
By any view, these figures suggest the appall- 
ing proportion of the total national income 
represented by transactions proceeding through 
government instead of through private chan- 
nels. 


Budget Relationships 


The General Accounts budget represents 
only about 23 per cent of the total General 
and Special Accounts budgets. Up to this 
time the General Accounts budget was the 
one publicized as the Japanese government 
budget. There had been no consolidated 
budget, such as was used for the first time 
this year. It was easy to make the General 
Accounts budget look good by carrying the 
deficits in the Special Accounts budget. For 
the first time the Japanese have not only a 
balanced budget, but a balanced consolidated 
budget. 

The Japanese budget has been inadequate, 
both in its mechanism and the time elements 
allowed for properly preparing it. As could 
be expected, its history has been one of delays, 
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provisional budgets, supplementary budgets, 
and deficits. It has not been operated as an 
instrument of administrative control. It has 
not shown all of the current government obli- 
gations, as funds were not considered spent 
until actually paid out. The opportunity to 
manipulate budget results by withholding pay- 
ments is obvious. 

Governmental accounting and private and 


_public business accounting do not follow the 


standards accepted in the United States. There 
is no recognized accounting profession in 
Japan and there are no certified public ac- 
countants. The tremendous government bu- 
reaucracy lacks both training and experience 
and there is much difficulty in obtaining ac- 
curate and dependable information on any 
phase of Japanese public affairs. 


Taxes and Tax Administration 


These complications are reflected in tax 
administration. Tax rates are high because of 
the need to maintain tremendous revenues in 
support of the many government activities. 
This leads to wholesale evasions by taxpayers 
and arbitrary assessments by tax authorities. 
For the last four months, Dr. Shoup of Colum- 
bia University has headed a group of tax 
experts who are studying this problem for 
the United States. The Tax Mission’s recom- 
mendations, added to the balancing of the 
consolidated budget, plus new controls over 
government expenditures and the use of the 
proceeds of United States aid, will be a 
substantial contribution to the settlement of 
some of the more serious internal problems of 
Japan. 

The stabilization program made possible 
the recent fixing of a single rate of exchange, 
360 yen to the dollar, for foreign trade trans- 
actions. This was coupled with the creation 
of a counterpart fund, such as is established 
under the terms of agreements with nations 
receiving ECA assistance; and the elimination 
of export subsidies and the reduction of im- 
port subsidies. The yen proceeds of the United 
States aid have been placed under United 
States administration and will be used for 
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fiscal control and approved capital rehabilita- 
tion purposes. 

Heretofore, foreign trade transactions had 
been carried on through widely varying 
multiple rates of exchange for both exports 
and imports and were supported by subsidies 
given to producers and consumers in large 
amounts. To permit the creation of the 
counterpart fund these price subsidies were 
transferred from the foreign trade account 
to the budget, and from now on will have to 
be supplied from tax revenues. There will be a 
progressive reduction and final elimination of 
import subsidies. This will force a rationaliza- 
tion of industry, which had been operating on 
a basis of fantastic handouts of subsidies and 
government and bank credit. 


Readjustments and Needs 


Stock exchanges have been reopened, and 
direct controls of all kinds are being elim- 
inated as rapidly as possible. Prices are being 


permitted to adjust themselves gradually to 
the internal and international laws of supply 
and demand. 

Japan needs capital for rehabilitation and 
productive purposes. Fictitious capital was 
created by inflation and dissipated by waste- 
ful and unprofitable production operations, 
and the high cost of government. The creation 
of real capital, savings, investment in produc- 
tive enterprise, and the introduction of foreign 
capital all wili be encouraged by the internal 
stabilization and adjustments which are tak- 
ing place. 

The transition from a galloping inflation, 
and an economy walking on stilts built of in- 
ternal subsidies and aid from the United 
States, to one more closely related to the facts 
of life will not be accomplished without some 
hardships and setbacks. But the alternative is 
a mounting inflation ending in a real disaster 
and continued and growing demands on the 
citizens of the United States. 





QUANTITY DISCOUNTS 


The Federal Trade Commission is getting ready for the first time to fix the maximum 
quantity beyond which a seller cannot increase quantity discounts. The rule, as proposed 
in early October, would apply only to tires and tubes. But almost anything could be 
brought under such a ruling if the commission heeds the complaints of small-quantity 
buyers. 

The rule says that a carload of 20,000 pounds is the maximum quantity of replace- 
ment tires and tubes upon which differentials in price, because of quantity, may be 
granted. This means that a buyer of two, or five, or fifty carloads gets the same quantity 
discount—and no more—as the buyer of a single carload. 

The Federal Trade Commission calls this a “draft rule.” But there is little doubt 
that, having gone this far, the Commission wil! eventually make it official. As things now 
stand, the industry has until November 18 to file complaints and request a public 
hearing. 

The tire executives say the implications of the ruling are staggering. If the rule is 
maintained the pricing and distribution policies of scores of industries may soon be 
affected as small retailers and distributors in many lines immediately beg the Commis- 
sion to do likewise for them. The power for such rulings by the Federal Trade Com- 
mission is found in the Robinson-Patman Act. It is believed that it was the expectation 
of such a “chain reaction” in business that prompted the Commission to hold off exer- 
cising this power all these years. 
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Points of similarity and difference between 1949 and 1937, 
the last serious recession in the United States... 


Are We Facing Another “I937"? 





RIOR to the beginning of this year the 

United States had experienced more than a 
decade of increasing employment and national 
income. To be sure, momentary hesitations in 
the general upward trend of business indices 
may be noted in 1939, 1940, and 1945, but 
beyond these relatively minor interruptions 
there has been no business decline of any ap- 
preciable proportions since the late summer 
of 1937. In that year there occurred one of 
the most rapid declines in business activity 
ever recorded in this country. Between August 
of 1937 and June of 1938, a period of about 
ten months, industrial production declined 
more than 33 per cent, and unemployment in- 
creased from a minimum of 5% million in the 
summer of 1937 to 11 million in the spring of 
1938. | 

With the present so-called “rolling” reces- 
sion in progress, it might be useful to compare 
the economic-political conditions of 1937 with 
those of 1949. Through such a comparison it 
is possible that some of the points of strength 
and weakness in the present situation might 
be clarified. It should be made clear at the 
outset, however, that making this comparison 
does not necessarily imply that the moderate 
decline experienced thus far in 1949 will ap- 
proach the precipitous retrenchment of 1937. 

It is, perhaps, fair to state that cyclical 
movements are rarely repeated either in ampli- 
tude or duration. Further, as new business 
problems arise and as certain imponderables 
already in existence are resolved—for example 
the present wage and pension demands of the 
large industrial unions—expectaticiis and de- 
cisions of consumers and businessmen will be 
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constantly revised. As these expectations and 
decisions materially affect future business de- 
velopments, it is only possible to compare and 
appraise the situation to date. And for these 
reasons, forecasting is fraught with almost in- 
surmountable difficulties or must be so hedged 
as to be almost meaningless. 

On the other hand, there is a certain degree 
of continuity in economic affairs as elsewhere, 
and there are certain recognized symptoms of 
economic health and sickness which make pos- 
sible a tentative (although not infallible) diag- 
nosis of the business situation at a given time 
and the probable immediate outlook. The suc- 
ceeding discussion will undertake to compare 
these economic symptoms and developments 
in 1949 with their counterparts in 1937. 


Consumers Income and Demand 


With the appearance of price weaknesses 
in the latter part of 1948 consumer absorption 
of goods began to decline both in dollar terms 
and relative to personal income. In other 
words, the consumer began to treat the dollar 
with somewhat more respect than in the first 
postwar years either because of the apparent 
reversal of price trends or because many 
pressing backlogs of consumer needs had been 
satisfied. In the first half of 1949 total per- 
sonal income was about three per cent above 
the same period of 1948, but by June of this 
year department store sales throughout the 
country were almost eight per cent below the 
preceding year. 

Consistent increases in consumer expendi- 
tures on automobiles were registered this year, 
but in almost all other classifications spending 
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lagged behind a year ago. The continuance of 
full production in the automobile industry no 
doubt provided a substantial prop to the econ- 
omy throughout the first half of 1949, but the 
question remains as to whether or not con- 
sumer spending on goods other than auto- 
mobiles will revive significantly prior to a 
decline in the present rate of automobile pur- 
chases. 

The consumer income and expenditure pat- 
tern in 1937 presented a somewhat different 
picture. Price weaknesses at the retail level 
first appeared in the late summer of 1937 
and was followed by a very sharp decline in 
spending on all durable goods including auto- 
mobiles. The retrenchment in production was 
accompanied by a decline of more than eight 
per cent in personal incomes as contrasted with 
the very moderate decline in personal incomes 
this year, but spending at the retail level, ex- 
clusive of durables, was fairly well main- 
tained.’ Thus, with the exception of the extra- 
ordinary automobile market there seems to 
be greater weakness in consumer spending 
relative to incomes today than during the 
sharp recession of 1937. 


Residential Construction 


In the key home building industry the situa- 
tion seems much stronger today than in 1937. 
Construction of residences was a weak spot 
in the economy all during the partial recovery 
between 1933 and 1937. There have been 
numerous explanations for this situation, but 
it might be especially pertinent to note that 
the basic need for housing gradually increased 
between 1933 and 1937. Then, precisely at the 
time that recovery of this important industry 
appeared imminent, building costs began to 
advance at a very rapid rate with the result 
that the incipient recovery was choked off. 

A similar situation seemed to be developing 
up until the late spring of this year. In spite 
of the large unfulfilled need for housing, new 





1 The Federal Reserve Board index of dollar depart- 
ment store sales (adjusted for seasonals) decreased 
only five per cent between August and December of 
1937 and prices at the retail level were somewhat 
lower in December. 


starts of residences in the first quarter of 1949 
were twenty per cent below the peak reached 
during the third quarter of 1948. In view of 
this situation, the Department of Commerce 
reported in May of this year that the demand 
for housing at existing levels of prices and 
construction costs seemed saturated. Concur- 
rently with this observation, however, prices 
of building materials and equipment began 
to soften considerably and by the end of July 
the Bureau of Labor Statistics’ index of whole- 
sale prices of building materials was down 
eight per cent from the peak registered last 
autumn. 

The disappearance of premium prices for 
both labor and materials has also contributed 
to the decline in construction costs. While 
hourly wage rates have increased in the build- 
ing trades from a year ago, a reduction in 
overtime payments and increased productivity 
has probably more than offset the continued 
upward wage pressure. As a result, prices on 
new housing evidenced some weakness this 
year, and it would seem more than coinci- 
dental that housing starts picked up sharply 
in June and July of this year. Therefore, with 
respect to this important industry the situa- 
tion seems considerably stronger today than 
in 1937. 


Business Inventories 


In 1949 as in 1937 a reversal in the inven- 
tory policies of business has been widely 
heralded as the factor primarily responsible 
for the cut-backs in production. The causes of 
the inventory retrenchment seem to be more 
or less the same in both instances. First, ex- 
pectations of advancing prices were replaced 
with expectations of declining prices. Second, 
fears of tight supplies were replaced with the 
knowledge that goods could be obtained readi- 
ly on short notice. A fairly important excep- 
tion to this generalization probably existed in 
the steel situation during the late summer. 
Reports were circulated at that time that steel 
customers attempted to accumulate stocks of 
steel in anticipation of a strike. 

Third, as consumer buying hesitated, exist- 
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ing stocks of retailers and manufacturers be- 
gan to appear more than adequate for im- 
mediate requirements, and forward orders 
were substantially reduced. However, a con- 
tinuation of work on order backlogs early in 
1949 led to further increases in inventories 
until March, and to the maintenance of pro- 
duction above the levels which would have 
resulted if new orders alone had conditioned 
productive activity in the spring. 

A parallel to the 1949 situation can be 
found in 1937. In the spring of 1937 prices 
weakened, fears of shortages because of strikes 
receded, and consumer buying was below ap- 
parent expectations. As a result, new orders 
declined precipitously after April, but pro- 
duction remained high and inventories con- 
tinued to increase until the autumn when the 
order backlog accumulated in the early spring 
was exhausted. Then a rapid decline in pro- 
duction and employment quickly followed. 

One major point of difference in the situa- 
tion today should be noted. The amounts of 
goods on hand plus on order in the spring of 
1937 were considerably larger in proportion 
to total sales at the retail level than during 
the first part of 1949. For that reason business 
establishments have been able to reduce in- 
ventories by more than 4.3 billion dollars 
(about eight per cent) between March and 
July of this year without a catastrophic de- 
cline in production. In 1937, however, no 
appreciable reductions in inventories were 
achieved until well after production had been 
cut back almost to depression levels. There- 
fore, the level of inventories relative to over- 
all consumer buying today seems to be some- 
what more reassuring than in the latter part 


of 1937. 


Plant and Equipment Outlays 


The continuation of plant and equipment 
expenditures by private enterprise at a re- 
markably high level seems to be one of the 
strongest elements in the economy at the pres- 
ent time. In the first half of 1949 expenditures 
on fixed assets by non-agricultural business 
concerns actually exceeded similar outlays 
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during the comparable period of 1948 and such 
spending was down only by about ten per 
cent from the peak registered in the last half 
of 1948. Because of this fact it might be quite 
proper to call the present adjustment a “con- 
sumption-inventory” cut-back. 

However, examination of aggregate figures 
obscures some interesting changes in the pat- 
tern of spending on fixed assets. Purchases of 
plant and equipment by mining, manufactur- 
ing, and commercial enterprises have declined 
somewhat, and are expected to decline further 
in the remaining months of this year. The De- 
partment of Commerce attributes this devel- 
opment thus far to the completion of postwar 
expansion programs rather than to cut-backs 
induced by evidence of declining consumer de- 
mand. Of course a continuation of weakness 
in consumer demand might result in revisions 
of anticipated spending on plant assets at any 
time and this possibility can not be ignored. 

On the other hand, railroads and public util- 
ities have spent more on fixed assets in the 
first half of 1949 than in the similar 1948 
period, and these industries were expected to 
continue spending at about the same rate 
during the three-month period ending Sep- 
tember 30 of this year. Late starts on projects, 
shortages of raw materials in early postwar 
years, the long construction period involved in 
many instances, and the growth of demand in 
the case of the utilities have been cited as 
reasons for the firmness of spending in these 
industries. 

In this area the situation seems to be much 
more favorable today than in 1937. Modern- 
ization of equipment did induce a substantial 
recovery in equipment purchasing during 1936 
and 1937, but with the onset of the recession 
such commitments were rapidly reduced. Busi- 
ness, in other words, appeared to be quite 
sensitive to the immediate trend of consumer 
demand. Expansion of plant facilities was 
a notable laggard in the 1937 recovery; in 
fact in some quarters the whole period from 
1933 to 1937 has been designated as a con- 
sumption recovery. Existence of idle plant, the 
apparent secular decline of the railroads, and 


9 








fears by utility managements of widespread 
TVA’s were among the reasons advanced at 
that time to explain the low level of spending 
for new plant assets. The net result was that 
the economy in 1937 seemed to be much more 
dependent on short-run shifts in consumer de- 
mand and inventory policies of business than 
at the present time. 


The Money Markets 


In 1937, as today, interest rates as measured 
by prices on government obligations and high- 
grade corporate bonds were considered excep- 
tionally low. The banks on the whole pos- 
sessed large amounts of excess reserves, and 
bank credit could be obtained on favorable 
terms by deserving business enterprises. How- 
ever, in the early spring of 1937 there was a 
substantial break in the bond market which 
proved to be temporary in the case of high- 
grade obligations, but prices of medium grade 
and lower bonds continued to be weak. 

Since the middle of 1948 there has been no 
appreciable change in the bond market and, 
if anything, prices have firmed rather than 
retreated. For the first six months of 1949 
new capital security issues amounted to more 
than three billion dollars and were slightly in 
excess of similar issues for the first half of 
1948. It might be noted that the volume of 
new capital security issues for 1948 was 
greater than any other previous year in history 
with the exception of 1929. In 1937 such 
issues amounted to only about twenty per 
cent of the 1948 total. Here again the situa- 
tion seems somewhat more favorable today. 

Conditions in the equity markets are very 
difficult to compare because reported earnings 
of business were much lower in 1937 than to- 
day although, as measured by the Dow-Jones 
industrial average, stock prices in the first 
half of 1937 were slightly higher than in the 
first half of 1949. However, in the autumn of 
1937 stock prices declined drastically and the 
equity markets were very weak until well into 
1938. 

To date no such drastic liquidation of stocks 
has accompanied the 1949 cut-back in pro- 
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duction; in fact since June of this year stock 
prices have seemed to be generally strong. 
Nevertheless, complaints were widely voiced 
in 1937 as today that new equity money was 
not available in any substantial quantities on 
terms which would interest prospective issuers. 
A tax structure making equities relatively un- 
attractive was cited as the principal explana- 
tion for the dearth of equity capital in 1937 
and in this respect there seems to be a very 
close similarity between 1949 and 1937. 


Governmental Policies 


The moderate business slump in the first 
half of 1949 has been accompanied by a 
change from a cash surplus to a cash deficit 
on the part of the federal government. A 
cash surplus of more than two billion dollars 
was recorded in the last half of 1948 as con- 
trasted to a cash deficit of a half billion in the 
first six months of 1949. The deflationary bias 
produced by the cash surpluses of recent years 
has thus been reversed. 

While it can not be doubted that the im- 
mediate effect of this policy has been to sup- 
port buying power, the disturbing implications 
of an unbalanced budget at a time when the 
economy is still in relatively high gear must 
also be considered in assessing the impact of 
the return to deficit spending. In addition, 
business may have been disturbed in the first 
part of this year by the presidential advocacy 
of higher taxes and stricter governmental con- 
trols. But as Congress proved increasingly un- 
willing to support such legislation, this factor 
may be somewhat less important in the busi- 
ness picture at the present time. 

Similar implications of an adverse sort can 
be found in the message of President Roose- 
velt to Congress in the fall of 1937. Higher 
taxes, further controls of business, and in- 
creased intrusion into the public utility indus- 
try were among the measures advocated by the 
New Deal in November of 1937. However, 
with respect to governmental spending the 
situation was precisely the opposite of this 
year. After a large cash deficit produced by 
the payment of the veterans’ bonus in the 
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middle of 1936, tax receipts increased and 
spending declined until cash surpluses result- 
ed in the latter half of 1937. Thus an element 
having an immediate deflationary bias was 
introduced into the economy just before the 
1937 recession. 

The international scene was almost as cha- 
otic in 1937 as today. Hitler, Mussolini, and 
Japan were making militant gestures somewhat 
comparable to those of Russia today. France 
was upset by internal turmoil and economic 
distress. Perhaps because business was less 
conditioned to living with international strife 
in 1937 than in 1949, the uncertainties pro- 
duced by international tensions may have 
been greater in the former year. At any rate, 
the prospects for world-wide economic and 
political stability have been dim for well over 
a decade with the result that emergencies 
abroad seem today to represent a normal 
factor in the business environment. 


Summary 


(1) Aside from automobiles, consumer 
spending relative to personal income declined 
as much or more in the first half of 1949 as in 
1937. At the time of writing some industries 
have reported stronger markets, but it is un- 
determined ‘as yet whether the up-turn in 
consumer buying is merely seasonal or reflects 
a basic change in consumer attitudes. 

(2) Residential construction appears to be 
a much more favorable element in the econ- 
omy today than in 1937. Costs have declined 
moderately, and new housing starts have im- 
proved considerably since the spring of this 
year. In 1937 construction costs went up rap- 
idly in spite of the under-utilization of re- 
sources in the construction industry. 

(3) The inventory cut-backs of business 
have been accomplished today with much less 
distress than in 1937. Inventories have been 
reduced during the current hesitation much 
more rapidly. As a result so far it has been 
much easier for business to bring inventories 
into line with current sales. 

(4) Private expenditures for plant and 
equipment facilities have been maintained at 
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remarkably high levels this year and the pros- 
pects seem good for the remainder of the year. 
This fact is one of the most important reasons 
why it does not appear that the situation to- 
day will degenerate into a severe recession 
such as was experienced in 1937. Of course 
beyond the first part of 1950 this conclusion 
becomes more tenuous and subject to interim 
incidents. 

(5) Conditions in the money markets in 
1949 have remained orderly for the most part, 
unlike 1937. Equities have been strong recent- 
ly although the vagaries of the stock market 
are admittedly unpredictable. A shortage of 
new equity money has been widely discussed 
as a feature common to both periods. 

(6) The deflationary bias of large govern- 
mental cash surpluses disappeared in early 
1949 and in this respect the situation is pre- 
cisely the opposite of 1937. But the prospects 
of a resumption of deficit spending on a large 
scale might possibly be disturbing to busi- 
ness confidence. On the other hand, Congress 
seems less willing to consider measures con- 
sidered repressive by business today than in 
the heyday of the New Deal in 1937. 

(7) In view of the above comparisons it 
does not appear that the economy is in im- 
mediate danger of a downturn which would 
match in severity the recession of 1937-38. 





FORTY MILLION TELEPHONES 

Forty million telephones are now in 
service in the United States according to 
a survey released by the U. S. Independ- 
ent Telephone Association. This is about 
double the figure reported ten years ago. 
Of the forty million phones, about 
twenty-seven million are resident phones 
while the rest are used by business. These 
figures indicate there is an average of 
about one telephone for every four per- 


sons in the United States. 
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Progressive personnel policies can increase 
productivity and :educe unit costs... 


How Can Productivity 
Per Man-Hour Be Increased? 





N recent months, as the quantities of goods 

produced have come close to, or even ex- 
ceeded, the quantities demanded at ruling 
prices, manufacturers have shifted emphasis 
from quick deliveries to low unit costs and 
the maintenance of sales. They foresee keener 
competition and pressures to improve products 
and reduce prices while maintaining wage 
rates. In many firms this will require increased 
productivity per man-hour. 

Over a longer period of time, if history is a 
reliable guide, improvements in methods, 
materials, design of products and machinery 
will be the most important ways in which pro- 
ductivity per man-hour will be increased. In 
the short run, however, basic techniques are 
not likely to be changed much and the chief 
way open for an increase in productivity 
is by better organization, direction, and co- 
operation of the people engaged in production. 

During the war years and postwar years 
the concentration of managers on output and 
quick deliveries, and the relaxation of produc- 
tion standards because of the employment of 
many inexperienced workers, caused declines 
of productivity in some firms. The availability 
of many jobs at high wages encouraged em- 
ployee absenteeism and turnover, and it prob- 
ably interfered with discipline. The urgency 
of increased production at the time led to the 
use of inexperienced supervisors, badly-worn 
equipment, and unstandard materials. These 
are but a few of the causes of reduced produc- 
tivity during that period. 

The rates of the declines were very different 
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in different companies and industries. One 
manager stated that productivity per man- 
hour in his plant declined about ten per cent 
during the war period. Other managers report- 
ed declines ranging up to twenty per cent and 
even more. Since the war these downward 
trends have been stopped and reversed in 
many companies. One manager, who con- 
trasted productivity in 1949 with prewar 
levels, stated that there was a thirteen per 
cent improvement in the eight-year period, 
most of it since the close of hostilities. 

The variations of conditions observable in 
different cases show that there is no generally 
applicable program for the improvement of 
productivity per man-hour in the manufactur- 
ing industries. It is clear also that a program 
for improving employee effectiveness and co- 
operation with management in any company 
will need to be many-sided and will require 
months for realization to a substantial degree. 
Some managers believe, however, that note- 
worthy improvement can be brought about 
within a few years by efforts of this type. How 
are they going about this task? 


Top Management Leadership in 
Personnel Administration 


The senior executives realize that their own 
interests, attitudes, and example in the admini- 
stration of personnel are of first importance. 
In some companies these men are setting a 
constructive pattern by their endeavors to 
understand their associates and employees, in 
the respect they show employees as individ- 
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uals, and in their use of positive appeals to 
stimulate the will to work and cooperate. 

A number of specific steps are being taken 
by senior executives in the field of personnel 
administration. One of these is to study the 
responsibilities and the work-load of each 
executive and supervisor in order to see that 
he has adequate technical and clerical assist- 
ance and time for the leadership of his group. 

Care is being given to the selection of super- 
visors and junior executives. Emphasis is be- 
ing placed not only on technical qualifications 
but also upon personal characteristics and the 
ability to manage others. There is continuing 
stress upon supervisor training. It pertains not 
only to technical matters, planning, and cost 
controls, but also to personnel management, 
business economics, and labor relations. Prac- 
tical projects, such as the writing of policy 
manuals, are being used to get experienced 
supervisors to review and improve their prac- 
tices. 

Senior executives are trying also to integrate 
the specialized work of junior executives and 
technical specialists in their organizations. 
One means of attaining this objective is to 
have frequent meetings of the executives and 
the technical personnel concerned with the 
operations of a given department or division. 
The members discuss existing problems and 
ways to meet them. By thinking together on 
common problems the members develop unity 
of purpose and more effective cooperation. 

Senior executives are reviewing and revising 
departmental budgets and standards of per- 
formance. They are providing accounting and 
statistical information to their junior execu- 
tives to help them improve the efficiency of 
their departments. 


Leadership at Each Managerial 
Level 


Increasingly it is being recognized that each 
executive, regardless of his rank, can greatly 
influence the efficiency and satisfactions of his 
subordinates. In this regard his attitudes to- 
ward his employees are more basic than his 
specific procedures. Sound basic attitudes and 
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an active interest will often lead to the de- 
velopment of good supervisory practices, al- 
though this development should not be left 
to chance. 

Many supervisors and executives are near- 
average people who are learners rather than 
masters of the art of leadership. For this 
reason a number of companies are conducting 
training programs to assist their executives to 
improve their supervisory skills. These pro- 
grams emphasize, for example, that a super- 
visor should endeavor to understand each em- 
ployee as an individual. The programs urge 
each supervisor to learn the prevailing atti- 
tudes of the groups in his department, since 
these attitudes often govern the behavior of 
the individual members. Each supervisor is 
told to deal with the causes of employee be- 
havior if he wishes to change it. 

Leadership is strengthened by giving em- 
ployees information regarding the purposes 
of their work, the objectives of their firms, 
and the difficulties being encountered by the 
management in its efforts to increase or main- 
tain sales and to reduce costs. Explanations 
of conditions on the job which inherently re- 
quire the employee’s attention and effort are 
being substituted for orders which display 
authority. 

In executive-development programs the 
members are being told to recognize and re- 
spect the personality of each individual em- 
ployee. The members are told also to invite 
the suggestions of their employees regarding 
the solution of problems which are within the 
range of the employees’ experience. This does 
not mean that the executive is to turn over 
the decision-making responsibility to members 
of the rank and file. It does recognize their 
intimate knowledge of their own work and the 
possible values of their suggestions; it digni- 
fies them and it enlists their cooperation. 

The importance of sharing business infor- 
mation with employees has increased in recent 
decades. In some companies a majority of the 
employees are high-school graduates. Their 
cooperation is best obtained by telling them 
why cooperation is necessary. 








Other Specific Approaches 

Improved productivity per man-hour by 
means of better management of personnel is 
being sought by a number of specific proce- 
dures in addition to the general endeavor to 
improve supervision. Important among these 
procedures are job analysis and analytical 
interviews which lead to better selection of 
individuals for specific jobs. Improved induc- 
tion procedures and job training practices by 
supervisors are being used to instill confidence 
in the novice, to help him succeed more 
quickly, and to increase his satisfaction on the 
job. 

Better physical conditions, such as con- 
ditioned air, clean wash-rooms, private lockers, 
safety appliances, cafeterias, and parking lots 
are being installed. These show consideration 
for employees as associates in a common enter- 
prise. 

Companies are showing a renewed interest 
in output standards set by time study. If these 
are carefully determined, and if the conditions 
on which they were based are maintained, 
they serve as goals for the individual employee 
or group. Many firms have maintained high 
levels of productivity through the use of finan- 
cial incentive plans based on such output 
standards. Also companies are studying the 
causes of down-time of machines and prevent- 
ing those causes. Campaigns to reduce scrap 
and poor quality of product are also being 
conducted. 

Alert managers are continuing to compare 
their wage levels with those which prevail in 
their areas for similar work. Also they are re- 
viewing the relationships of the pay rates for 
all of the jobs within their organization. Job- 
evaluation procedures are being used to reveal 
and correct maladjusted rates. An important 
incentive for the most capable employee is the 
knowledge, based on established practice, that 
better jobs in the organization will be filled by 
promotion rather than by hiring outsiders. 

Of a more general nature is the effort of 
executives to demonstrate attitudes of genuine 
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friendliness toward their employees. This 
effort is made, for example, in clubs, recrea- 
tional activities, and visits to employees who 
are seriously ill or who have met with some 
affliction. 

Benefit plans which help the employee to 
meet the costs of illness, to provide for super- 
annuation, and to assist his family in the 
event of his death, also contribute to produc- 
tivity by reducing employee worry and debt 
and by increasing employee satisfaction on the 
job. 


Where Employees Are Unionized 


In a number of companies in which the em- 
ployees are organized, the endeavor to improve 
productivity per man-hour is being carried 
forward with the cooperation of the union 
officers. The managers realize that these 
officers can give much support to a campaign 
of this sort if they see the common interest 
which they and their members have in the 
strength and prosperity of the company. Man- 
agers who have obtained the cooperation of 
union leaders have kept them informed regard- 
ing business conditions, competition, cost fac- 
tors, and the steps being taken by the com- 
pany to meet its problems. These explanations 
have been given in meetings at which no 
bargaining or grievance adjustment is at- 
tempted. 

Higher standards of living for most of the 
American people will depend on higher levels 
of productivity per man-hour and also on the 
maintenance of high levels of employment. 
The consumption of goods and services is 
limited by their production. The common in- 
terest in improved standards of living and in 
regular employment furnishes a broad foun- 
dation for cooperative efforts to increase pro- 
ductivity. These efforts contribute not only to 
the economic welfare of the American people, 
but also to their national strength in an un- 
settled world. In these efforts business man- 
agers have the leadership role. It is a chal- 
lenging responsibility. 


s 
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| Should a new product be added to the line? 


Basic elements in this problem are reviewed in... 


Revamping the Product Line 





T would be difficult to find a businessman 

who would not agree that his firm’s profits are 
materially affected by the decisions he makes 
as to what different products he should handle. 
Today, this principle deserves unusual empha- 
sis because current market conditions suggest 
‘that many firms are going to find it increas- 
ingly difficult to show profits on some of the 
widely diverse and unrelated products now 
handled. There are enough storm signals in 
the present business situation to cause the 
management of even profitable firms to begin, 
and begin now, a thorough review of the line 
of goods. 

For many firms the postwar period was not 
only a period of significant business expansion, 
but more important, it was a period of product 
expansion and diversification. In fact, at times 
during the last phases of the war a review of 
corporate plans would suggest that postwar 
planning seemed to be primarily a question of 
developing a program to “get into the other 
fellow’s business.” Household appliance com- 
panies were planning to make auto parts, and 
auto manufacturers were planning to invade 
the appliance market. Aircraft companies ex- 
pected to establish themselves in the farm 
implement field, while a farm implement con- 
cern planned to make air conditioning pro- 
ducts. 


Postwar Diversification 


A survey made in 1944 by the Curtis Pub- 
lishing Company revealed that fifty-eight per 
cent of the durable goods manufacturers inter- 
viewed planned to bring out some kind of new 
product; and about a third of the plans for 
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new products involved entering fields or in- 
dustries new to these firms. A similar survey 
made by Dun and Bradstreet in 1944 found 
that thirty-seven per cent of the manufactur- 
ers interviewed were planning new lines of 
products while forty-four per cent of the 
wholesalers interviewed expected to handle 
new products. 

Of course, this product diversification, which 
includes firms rounding out existing lines as 
well as firms going into new fields, is not a 
new development. The merger and combina- 
tion movement of the twenties brought wide 
diversification for many concerns, and the de- 
pression of the thirties caused firms to go into 
new lines in order to achieve needed volume. 
There is strong evidence that the postwar 
period revived the trend towards diversifica- 
tion so that today’s business structure is char- 
acterized by multiproduct concerns; firms 
with single product lines are the exception 
rather than the rule. More importantly a cur- 
sory glance at the wide and diverse products 
handled by our better known corporations 
suggests that the growth of product lines has 
been not only prolific but irrational; and there 
seems to be no common pattern of growth. 

Company names sometimes fail to tell the 
whole story regarding the products handled. 
One might be pardoned if he fails to recognize 
the S. S. White Dental Manufacturing Com- 
pany as a supplier of flexible shafting for auto 
and radio manufacturers. One might also be 
excused if he is surprised to Jearn that the 
Aviation Corporation makes stoves, sinks, and 
farm implements; that the Food Machinery 
Corporation also makes fire fighting equip- 
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ment; or that the Electric Boat Company 
makes printing machinery. The company 
name might not suggest that heavy chemicals 
are the chief product of the Pennsylvania Salt 
Manufacturing Company. A glass company is 
a top-ranking paint producer, and a paint 
company produces oleomargarine; Botany 
Worsted Mills has brought out a line of cos- 
metics, and Bell Aircraft is interested in a 
gas-powered wheel barrow. 


Reasons for Postwar Diversification 


A combination of several factors brought 
about the postwar period of diversification. 
During the war, material and labor shortages 
together with the simple necessity of curtail- 
ing the production of peacetime goods in 
order to produce needed war products forced 
innumerable firms to convert their production 
to new products. Following the war, it was 
scarcely to be expected that these concerns 
would go back to their prewar operations. The 
wartime production had developed manage- 
ment experience in new fields; skilled labor 
forces were developed and new plants and 
equipment had been built to produce war pro- 
ducts. Management, naturally, was looking for 
ways of using these war-developed skills and 
facilities in peacetime production. In fact, for 
many companies the war effort brought such 
an increase in capacity that even the high 
demand expected in the postwar period prom- 
ised to be inadequate if the company returned 
simply to the production of its prewar line of 
goods. Added to this situation was the fact 
that most firms came out of the war in a very 
strong financial condition which meant that 
funds were available for the expansion into 
new lines. 

But perhaps the most important considera- 
tion facilitating these diversification programs 
was quite simply that the strong market de- 
mand of the postwar period made the ex- 
cursions into new fields of activity less risky. 


Indeed, it seemed certain that shortages would . 


continue in some lines for several years and 
give companies a chance to establish them- 
selves firmly in their new lines. 


Present Need for Rechecking 
the Line 


Many aircraft companies got into non- 
aviation fields following the war. They started 
making plastics, small boats, farm implements, 
home movie cameras, and even artificial 
limbs! Generally the results have not been 
too good, and many companies have cut back 
on their diversification programs. 

The final evaluation of such moves can not 
be made now, but it seems evident that when 
wartime backlogs of demand are filled, when 
the output of the older and better established 
firms approaches the level of demand, and 
when prices tend to level off, it is time for 
companies to take a critical second look at 
their product line. Even firms whose diversi- 
fication has been modest may find that their 
lines need overhauling. Many managements 
will find that some products now handled are 
really war babies and show small promise 
of becoming adult members of the family of 
products. 


The Need for Policy 


The wide and diverse lines of goods handled 
by some concerns today simply reflect the ab- 
sence of any clear-cut policy with respect to 
building a strong line of products. Some firms 
seem to add and drop products continually; 
and it is stated that the policy is one of 
trial and error. It is doubtful that such an 
approach really merits classification as a 
policy, and at best it would be satisfactory 
only for firms handling high style and novelty 
items. 

Other firms seem to like the game of fol- 
low the leader and feel their policy problem 
is solved with the statement that “we stand 
ready to handle whatever products come to 
be associated with our industry.” If manage- 
ment feels that it is good business to make 
sure that rival firms will always enjoy the 
competitive advantage of being the first to 
handle new products wanted by the customers 
of that industry, this approach may be recom- 
mended. Other companies choose a product 
and stick to it. Of course, the advantages of 
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specialization are many times very real and 
very important, but too often this policy is 
best explained as a simple inertia in product 
development. 

There is no particular magic in either di- 
versification or specialization; both have ad- 
vantages and disadvantages. But the vital 
problem of deciding how broad the line should 
be is not to be dismissed with the statement 
that both have their points of strength as well 
as weakness. Nor is there any one pattern for 
firms generally to follow in determining the 
make-up of the line of goods. Product policy 
must vary from firm to firm and product lines 
must be built to meet the individual firm’s 
peculiar characteristics. But this scarcely 
means that a firm can not have a well-defined 
product policy; on the contrary, a firm can 
ill afford mot to have one. 


Guideposts for Revamping the Line 


There are certain principles common to all 
firms which may serve as guideposts in decid- 
ing what products should be handled. These 
checkpoints are useful in determining whether 
new products are to be added as well as 
whether old products are to be dropped. In 
the first place, management should not forget 
that the addition of new products is simply 
one of the two basic ways of increasing vol- 
ume; after all, selling new products may be 
viewed as an alternative to increasing the sale 
of established products. The possibility of 
entering a new field should be _ balanced 
against the possibility of increasing produc- 
tion on old lines. 

Some firms have the general policy that no 
new activity should be undertaken until it is 
clear that the market for established products 
has been fully exploited. Other firms operate 
on the principle that there should be a con- 
stant flow of new products into the line. Ac- 
tually, policy should vary from firm to firm; 
for example, the rate of technical obsolescence 
is high in some industries, and firms in such 
industries should stress new products con- 
stantly. But the basic principle is clearly evi- 
dent; in searching for additional volume one 
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should look first to the possibility of increasing 
the sale of established products because this 
involves a much smaller change in manufac- 
turing and marketing operations than the in- 
vasion of a new and perhaps unrelated field. 

The second principle is simply that a well- 
built line meets the market’s demand for pro- 
ducts to be handled together. It is common- 
place that a complete line is of value in 
securing and holding customers. This does not 
mean that you handle products simply because 
a competitor has them; but it does mean that 
your firm’s line should include products which 
customers tend to associate and, more impor- 
tant, expect to buy from a common source. 
Buyers may tend to place orders with a few 
major sources and may not want to spread 
small purchases of individual items among 
many sources. 

Products used together may be advan- 
tageously sold together. For example, Inter- 
national Business Machines manufactures and 
sells punch cards for use in its machines. And 
certainly, a manufacturer who has broadened 
his line to include the major part of his dis- 
tributors’ needs is in a preferred position to 
bid for top-flight dealers. Philco broadened its 
line and promoted the theme “Philco All Year 
Round,” hoping to strengthen its dealer 
organization by offering a line more consistent 
with the dealers’ line. Thus the individual 
products in a well-built line help to sell each 
other and the successful sale of any one is 
materially dependent upon handling other 
products wanted by your customers. 


Other Key Considerations 


The third basic principle is that the proper- 
ly constructed line affords a maximum use of 
the firm’s assets, both tangible and intangible. 
Most people would readily agree that a well- 
built line should include products requiring 
similar productive equipment, techniques, and 
skills so that physical facilities would be util- 
ized as fully as possible. Also, a line may well 
be broadened to include by-products neces- 
sarily resulting from the production of prime 
products. By-products handled by meat pack- 
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ers include fertilizer, glue, gelatin, grease, 
tallow, soap, shortening, and various meat 
products made from meat scraps. 

Product decisions must also consider the use 
of the firm’s marketing organization. The 
Curtiss Candy Company added cookies, pota- 
to chips, salted nuts, and soft drink mixes to 
its line of candies. The prime consideration 
was that Curtiss salesmen could easily handle 
these items in addition to the company’s bars 
since they were already calling on the desired 
retail outlets. The cost of distribution was 
then spread over a greater number of items. 

This checkpoint of full utilization of fixed 
costs is not limited to tangible assets such as 
plant, equipment, and marketing organization. 
Products may be handled together rather than 
separately to permit a greater exploitation of 
the good will attached to a brand name and 
to secure greater returns from advertising out- 
lays. Many companies find it profitable to 
place numerous products under a common 
blanket brand and to advertise the products 
as a group or family of products. The H. J. 
Heinz Company offers numezous products 
under its famous trade name, “57 Varieties.” 
Frequently, the sizeable advertising invest- 
ment necessary to establish a brand name 
serves as an incentive to place numerous pro- 
ducts under that brand in order to realize its 
full promotional value. 

But there are many pitfalls along the path 
toward building a line which affords a reason- 
able use of facilities. Typically, difficulties 
arise because products added to absorb manu- 
facturing capacity do not fit well into the 
distribution pattern. The addition of house- 
hold appliances by automotive parts manu- 
facturers and by General Mills permitted the 
fuller use of technical abilities and manufac- 
turing equipment, but the new items had 
marketing requirements quite different from 
those of the products already handled. 

Conversely, when products are added be- 
cause of a marketing alignment, new plant and 
equipment may be needed for products added 
to complete the line. Unfortunately, the 
market in demanding diverse- goods from a 
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single source gives small consideration to 
whether the products may be produced in the 
same manufacturing set up. 


Manufacturing and Selling 


Whether or not a particular product be- 
longs in the line is pretty much a question of 
determining (1) whether the product fits the 
manufacturing facilities, and (2) whether it 
can be sold by the sales organization. And the 
problem of building a strong line is almost as 
simple as that. A product belongs in the 
family if its manufacturing and marketing 
requirements are similar to the requirements 
of the other products handled. Any significant 
lack of alignment in either marketing or 
manufacturing should raise doubt as to the 
advisability of handling the product. 

Patently, products with identical or even 
closely similar requirements in both market- 
ing and manufacturing are hard to find; and 
the problem of building a good line becomes 
the problem of balancing a similarity of re- 
quirements on the one side against a dissimi- 
larity on the other. The validity of any gen- 
eralization as to the relative importance of 
alignment in manufacturing as against align- 
ment in marketing would be doubtful. 

When revamping the existing line of goods, 
it should be determined if each product is 
working actively and contributing to profits. 
Sometimes a given product fits snugly into the 
existing plant and equipment, but has market- 
ing requirements far different from those of 
the basic line. If so, consideration should be 
given to the possibility of manufacturing it 
for sale to others whose sales organization is 
set up to handle it. If it is believed that a 
product is absolutely necessary to complete the 
line, but it seems completely unrelated to pres- 
ent manufacturing activities, then there is the 
possibility of buying it from the outside and 
selling it through established channels. Flexi- 
bility in thinking and in action is necessary in 
revamping present day product lines—so that 
they will meet reasonably well the legitimate 
demands of the market and be balanced in both 
manufacturing and marketing requirements. 
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HE economic future of Britain can be 

viewed in terms of the rise and decline of 
nations and peoples which have been going on 
throughout history. If it is viewed in these 
long terms, the policies of the Labor party, 
the prospects of the impending elections, and 
the effects of devaluation will be of relatively 
minor importance, while the intangible factors 
of the qualities, the spirit, and the social atti- 
tudes of the people will be more significant. 

If we do attempt such a long-term view, 
we must first bear in mind that the present 
age is one of rapid technological change, and 
the effects of these changes are quickly and 
widely felt because of rapid transportation 
and communication. Moreover, modern sci- 
ence and its accompanying arts of engineering 
and invention have a cumulative effect—each 
discovery paving the way for still further ad- 
vances. We can, therefore, barring a general 
breakdown of our civilization, look forward 
to a continuation and acceleration of these 
changes. 

Need for Adaptability 

The economic future of any country will 
depend chiefly upon its ability to take the 
lead in such changes or at least to adapt itself 
successfully and readily to new conditions, 
rather than by its ability to perform credit- 
ably in a static environment. The ability to 
cope with change is to be found in the quali- 
ties, the attitudes, and the spirit of the people; 
and secondarily, in their institutions and polit- 
ical systems—I say secondarily, because these 
themselves are subject to change as the char- 
acter and wishes of the people dictate. 

Such intangible factors are more important 
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The basic factors which underlie Britain’s present problems 
and which will control her long-term position. 


Britain’s Future 


Clare E. Griffin 





than an inventory of natural resources. The 
relative importance of natural resources 
changes with time. Coal was not a natural 
resource to Julius Caesar, and uranium was not 
an important resource to us a decade or so ago. 
Moreover, the countries that have dominated 
the Western world in the past 2,500 years 
(Greece, Rome, France, the Italian cities of 
the Renaissance period, Spain, the Low Coun- 
tries, the cities of the Hanseatic League, and 
Britain)—none of them were conspicuously 
endowed with resources. Not until we come to 
the United States have rich resources and eco- 
nomic leadership been combined. Natural re- 
sources do not assure a good future, nor does 
their absence preclude it. 

We can, therefore, profitably look at the 
character, the social attitude, and the spirit of 
the people of Britain. These, of course, can 
only be deduced from indirect evidence, and 
any observer should be ready to admit that 
his observations have been greatly distorted. 
This admission I make readily and, indeed, on 
several points I would be glad to be proven 
wrong. 

National Character 

The visitor to Britain, especially if he has 
just come from the continental countries, is 
struck at once with the impression that here 
is a people with national character. The evi- 
dences of bombing on every sice, the modest 
understatement of the ordeal which you hear 
from all classes of people, and the memory 
that Churchill was really expressing the 
attitude of Britain when he said, “I would 
rather see this city reduced to dust than to 
see it under the heel of a conqueror,” provide 
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ample evidence that the British are a sturdy 
race. One has a feeling that, whatever may 
happen, this nation should never be rated 
low as an ally—especially in a defensive war. 
It will not buckle under pressure. 

Moreover, the British are a law-abiding 
people. The black markets of other countries 
hardly exist here even though the temptation 
is created by numerous and annoying controls. 

Englishmen, of whatever class or group, 
have generally a decent regard for the rights 
of others. It is not regarded as cricket for an 
individual or a group to push an advantage 
to its extreme. This attitude helps to explain 
why private monopolies, even without govern- 
ment control, may not become intolerable; 
why one social group upon gaining power does 
not liquidate its opponents; and why an edu- 
cational system under the control of the State 
is not likely to be debased into a propaganda 
machine. 

More than a mere respect for established 
rights of others is a widespread and, I believe, 
a growing humanitarianism. It shows itself in 
the constant effort to settle questions of wages, 
prices, priorities, and allocations on a moral 
basis. What is “right” and “just” is given more 
weight than what is necessary or expedient. 

There is a high respect for the ballot box 
and for civil rights, that is rights of free 
speech, a free press, and due process of law. 
Indeed as the economic freedoms—to buy 
where and when and what you please, to work 
here or there and more or less, to do what you 
will with your own—are diminished it seems 
that there is an enhanced interest in the basic 
rights of citizens. 


National Unity 


The people of Britain have a streng nation- 
al cohesiveness. It shows itself in the generally 
united front which they present to a foreign 
visitor. With only a very few exceptions, 
among the many businessmen with whom I 
talked during a recent visit, their criticism 
of the Labor government was temperate, 
though I am sure their feelings were deep. 
This is perhaps merely a matter of good taste, 
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but I think it represents a bit more and re- 
flects an attitude that, for better or for worse, 
“We are all in this mess together and we had 
better work it out in privacy.” 

This cohesiveness is also shown in a sense 
of obligation to their country. “England ex- 
pects every man to do his duty” has real 
meaning. By contrast, I was told in a certain 
country to the south of England that except 
in time of war, “There is hardly a man around 
here who would voluntarily do anything for 
his country.” The propaganda from Whitehall 
for everyone to give his best to increase pro- 
duction gets a better reception than it would 
in most countries. That it still is not enough 
does not detract from this national virtue. 

They are an industrious people. It is diffi- 
cult to prove the point, but it is my impression 
that the remark often heard over here that 
“the trouble is they are not working” is an 
unwarranted slander. Indeed an American has 
an uncomfortable feeling that “to work 
harder” is too readily accepted as a universal 
remedy, when ingenuity in finding ways of 
accomplishing results with less work might be 
more fruitful. But in any case industry is 
still a virtue. 

Ideologies 

They are a hardheaded, practical people 
given to trying this or that, whichever gives 
promise of working. Hence, they are little at- 
tached to ideologies. Most of the socialists, I 
am told, have never read Marx. For one thing 
he was a “foreigner” and moreover his turgid 
dialectic does not appeal to Englishmen as it 
does to the more philosophical Germans. Even 
Aneurin Bevan, one of the more socialistic 
members of the government said to the miners 
this summer, “The only people who can put 
you on your own feet are you yourselves, and 
for 1949 I give you work, first; independence 
(from foreign aid), second; and Socialism, 
third.” 

Finally, they have a genius and long ex- 
perience in popular government and they have 
built up a great state machine in the staff of 
civil servants, which, in spite of some alleged 
deterioration, is still probably the world’s best. 
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All these qualities and assets for cooperative 
action convince me that if Britain cannot 
make democratic socialism work no other 
country is likely to succeed. 

Here then we have a people with an un- 
usual quality of dogged perseverence, a genius 
for government develope? through the cen- 
turies, a respect for law, 12 uncommon degree 
of devotion to the comn; ~ood, a highly de- 
veloped sense of equity, generous im- 
pulses, and wii 2) hardh and practical 
qualities. Such a people ru. . { on a pleasant 
and fertile island, with a capital plant that 
compares favorably with all countries but that 
of United States, strategically located between 
the old world and the new, with its children 
prosperously in possession of some of the best 
regions in the world, would surely seem to 
have a bright future. Why, therefore, must 
even a friend and admirer be forced to make 
a pessimistic prognosis? 


Britain’s Trials 


A complete answer would no doubt involve 
many of the changes which have occurred in 
Britain and the rest of the world. They would 
include the decline in resources, the growth 
of competing industrial nations (chiefly the 
United States), and perhaps a tendency for 
any economy to develop rigidities with age. 
And prominent among them would be the 
experience of Britain since 1914—two long 
wars in both of which she was involved longer 
than any other country except Germany (and 
in both of which she was close to the fires of 
battle), and a depression that extended nearly 
from one war to the other. 

All this experience was such as to test the 
fiber of a people. It has not led to any de- 
terioration of character—possibly to a 
Strengthening of it in some ways. But it has 
developed certain attitudes and national traits 
that may be more suitable to a last ditch fight 
than to an offensive, to preservation of the 
status quo than to progress, to stability than 
to change. 

Paradoxically, these very good qualities 
which we have observed are part of the answer 
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for, when combined with these recurring 
emergencies, they have quite naturally 
brought forth national, unified efforts to meet 
thew. That approach, at least in peacetime, 
leads to socialism in one form or one degree 
or another. In the absence of these national 
virtues there would have been either a more 
prompt »  »xation of controls in response to 
popular uemands or a breakdown in the form 
of black and grey markets because the con- 
trols could not be enforced, and thus, in one 
way or another, individualism and free enter- 
prise would have been re-established. 


“Lifeboat” Psychology 


In Britain these recurring emergencies have 
rather reinforced the case for central planning 
and supported the trend toward rigidities in 
the economy. They kave produced what I shall 
call a “lifeboat” psychology. If a number of 
people are cast adrift in a lifeboat and their 
lives are in “anger, certain values and atti- 
tudes quite different from those of ordinary 
life, and certainly quite different from “free 
enterprise” will emerge. The need for author- 
ity and discipline will be apparent. Every one 
will be expected to work for the common good. 
Any one who directs his efforts to saving him- 
self will be regarded as a slacker and as anti- 
social, even if his efforts do not directly harm 
the others. Everyone will be expected to pull 
hard, but there will be no obligation on any- 
one to pull harder than anyone else. (England 
wants all to pull together to increase produc- 
tivity but for one to strive for it with a view 
to getting ahead of others is not encouraged.) 

In this lifeboat it would seem proper that 
the food, water, and clothing would be divided 
equally or on the basis of need. Surely, private 
property in the last remaining jug of water 
would not be approved. There would prob- 
ably be an approach to the socialist ideal: 
“From each according to his ability, to each 
according to his needs.” There would be scant 
place in that little world for competition or 
individualism. 

That, without too much exaggeration, is the 
controlling psychology in England today. It 
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cannot be condemned as selfish—quite the 
contrary. It has not led to laziness. It does 
not lead to profligacy—indeed there is an ex- 
cessive concern to avoid waste. It does not 
lead to a carefree or flippant attitude—there 
is almost an obsession with social problems and 
a deadly seriousness that is in striking con- 
trast to other countries—Italy for example. 
But, useful as this psychology and the cor- 
responding policies can be, there is great dan- 
ger that they will fasten themselves perma- 
nently on the country; and the effects can be 
very deadening. That, I believe, is happening 
in Britain. There are several reasons why a 
people can easily become attached to those 
values and policies—for one thing many of 
them profit by it. The “have nots” naturally 
like a situation in which they can rationalize 
their desire for dividing the good things as 
well as the sacrifices. The conservative ones 
like the security which comes from the limita- 
tions upon free competition. And those who 
have gained a position of wealth above the 
average may have lost the will to subject 
themselves constantly to the challenge of vig- 
orous newcomers, and with that have lost 
much of the fighting spirit to defend the 
system which put them where they are. 


Decline of Competition 


To an observer of business enterprisers, the 
most striking fact in Britain is the decline of 
economic competition and the relatively low 
position which it holds both in fact and in the 
policies that many businessmen commend as 
sensible and good. To this, there are, of 
course, exceptions; the automobile industry is 
one, and there are no doubt others. But gen- 
erally representative, I believe, is the ‘attitude 
of a manufacturer of a certain type of heavy 
equipment. He told me that if an inquiry 
came to him from a buyer he would quote a 
price that would yield a “reasonable” profit. 
He would immediately notify the secretary of 
his trade association who would pass the in- 
formation to other members of the industry 
and these in turn would be expected to pro- 
tect him, i.e., not underbid him. 
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This description, with further details, was 
offered with considerable pride as a rational 
system. With variations in technique this 
close noncompetitive arrangement was de- 
scribed to me in one industry after another— 
and not merely in the large scale industries 
but in one in particular that has over 200 
manufacturers in Britain. The system makes 
an obvious appeal to those who are estab- 
lished; they are making profits, and there are 
few failures in Britain. True there are few 
new business births, but potential business- 
men are not members of the associations any 
more than potential workers are members of 
the trade unions, and those who are in are 
reasonably happy. 

These limitations on competition are not 
new; many of them go back to 1914, and some 
to earlier years. They contributed strongly I 
believe to the coming of socialism. In this 
view, free enterprise was not so much defeated 
in the 1945 elections as that its proper repre- 
sentatives had abdicated. For if free enter- 
prise is to be a vital system able to defend 
itself, it must be more than the mere absence 
of government ownership. It must, through 
competition, provide its own discipline and its 
own stimulus to efficiency. When that is gone, 
or seriously impaired, no one should be sur- 
prised if the people move in with state control 
or ownership. As Professor Henry Simons 
wrote several years ago, “A nation that is not 
willing to submit to tie discipline of compe- 
tition will sooner or later find itself under the 
discipline of authority.” 


Attitudes Toward Competition 


It is my impression that no large group of 
people in England really wants vigorous and 
effective competition. (A considerable wing of 
the professional economists and some thought- 
ful businessmen are exceptions.) The workers 
surely do not want it for themselves. The very 
old and powerful unions exist to see that it 
does not operate among workers. The small 
retailers do not want it. Resale price main- 
tenance at a level which will protect the in- 
efficient is almost universal. The manufactur- 
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ers generally do not want it for themselves 
as we have seen. And Britain has no equiv- 
alent to our Sherman Act. 

All this perhaps is not surprising—com- 
petitors often do not like competition. The 
serious thing, however, is that none of these 
groups wants it for the others. This fact flows 
partly from an attitude of “you protect me 
and I'll protect you” but also from an exces- 
sive and misdirected humanitarianism and a 
dislike of seeing established families or firms, 
or workers, uprooted or seriously inconven- 
ienced. For example, when I suggested that 
the retail food distributing system could profit 
by more competition of the American chain 
store type, the answer was that would be 
rather rough on some of these little family 
stores. Nor would it appeal to many people 
to see the position and perhaps the business 
life of a century-old and respected firm im- 
paired by a new and vigorous upstart. 

The fact is that competition is bound to be 
hard on some. You cannot have winners in a 
game without some losers. A free system is a 
profit and loss system. These are hard and un- 
comfortable facts. As one English economist 
put it, “an effective and progressive economic 
system must have a bit of ruthlessness in it. 
But civilization won’t stand for ruthlessness 
and we have become just too civilized.” 


Fruits of Competition 


As a result, British industry has lost the ad- 
vantages which flow from vigorous competi- 
tion—pressure to make better products, to 
produce them by more efficient methods, to 
reduce costs and prices, to make the best use 
of the country’s resources, and to take risks. 
And these things are the essence of industrial 
progress. 

This is not to say that individual private 
competition is essential. What is essential is a 
ready adaptability, a willingness and, indeed, 
a compelling pressure to discard old methods 
and things for the new and better. Conceiv- 
ably, these normal fruits of competition can 
be attained under socialism though the spirit 
and logic of that system leans heavily to con- 
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servatism. Nevertheless the spirit and atti- 
tudes of the people are more important than 
the social forms, and mere changes in labels 
or in political forms would not in themselves 
insure a different future. 

Another result of the “lifeboat” psychology 
is an excessive and deadening fear of waste. 
All other things being equal, it is, of course, 
desirable to avoid waste, but the other things 
are not equal. For an economy to be progres- 
sive and dynamic it must make room for many 
experiments. Of these many will prove fruit- 
less and the resources devoted to them will 
have been wasted—but some of them will 
succeed, and they blaze the trail for others 
to follow. One of them, for example, may be 
Henry Ford’s little project in which $26,000 
was risked around the turn of the century. 

But Britain has taken seriously the view, 
sometimes expressed figuratively in other 
countries, that the labor, capital, and resources 
of the country belong to all and must be con- 
served. Numerous examples appeared to the 
effect that Britain feels that she cannot afford 
to let individuals risk these social resources 
in unproven projects. It is an understandable 
attitude: it grows partly out of the emergency 
but partly out of the concept that we cannot 
let fools use our resources on projects disap- 
proved by the best brains. This latter reason 
is not likely to disappear with the emergency 
(assuming that it will ever disappear) for it 
grows out of the concept that individuals are 
merely stewards for society’s resources. To 
allow free experimentation requires an atti- 
tude that if a fool wants to waste his money 
that is his funeral. 


Summary 


In summary, the basic ideas and mores of a 
free system have been badly impaired. The 
nationalization of certain industries which 
constitutes the overt step toward socialism is 
the least important of the evidence. That evi- 
dence lies rather in the decline of competitive 
spirit, in the decline in the moral sanctions of 
competition and its results, in a decline in the 
respect for market prices as proper guides to 
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conduct and to allocation of rewards, in an ex- 
cessive respect for old and established enter- 
prises and industries, which in turn is an 
aspect of the universal desire for security and 
stability. Mere hard work and devotion to 
duty (of which I think the people are pe- 
culiarly capable) will not produce a sufficient 
rate of progress to enable Britain to keep 
pace with others in a fast moving world. 
Thoughtful Englishmen (even those who are 
in the middle of the road as to politics) do not 
expect it to do so. Indeed, one of the most de- 
pressing facts is the extent to which such men 
have lowered their sights. 

Nor can one be optimistic about a return 
to a free market system. Space does not per- 
mit the supporting argument so I can only 
here record it, as my view, that the failure of 
one set of plans will merely lead to other and 
bigger plans. A free system once lost is not 
easily recaptured. 

On the other hand, I do not see a drift to 
totalitarianism, involving a loss of civil liber- 
ties. That prognosis, too, must be left un- 
supported so I merely suggest that there are 
not only the two broad alternatives which 
some social philosophers have pictured: (a) 
a free market, with civil liberties and high 
production; and (b) a totalitarian system 
with loss of civil liberties but reasonably good 
production, but also a third; a centrally 
planned system with civil liberties retained, 
accompanied by low productivity and a low 
standard of living. 

Britain may well not be on the road to 
serfdom; she may instead be on the road to 
a static or a very slowly advancing standard 
of living. On such a road she will not share, 
to the extent that the inherent potentialities 
of her people would justify, in the material 
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progress which the world has in its power to 
make. Of course, the other countries—mean- 
ing chiefly the United States—may be at- 
tacked by the same maladies, and then the 
relative position of Britain would be improved 
by a slowing down of all Western civilization. 
As to the prospect of these alternatives the 
future, perhaps mercifully, draws a veil. 

To point the moial to Americans who are 
seriously thinking of the future of our own 
country would be superfluous. To them we 
can say that any resemblance which may ap- 
pear between trends in our own country and 
those in Britain is not entirely unintended. 





FLOOD OF FREE SAMPLES 


D. L. Harrington, vice-president of the 
which 


handles the lion’s share of the house-to- 


Reuben H. Donnelley Corp., 


house distribution business, stated recent- 
ly that the U. S. housewife is getting 
more free food and soap samples this 
year than ever before. Commenting on 
the unprecedented surge of sales pro- 
motion by sampling and couponing that 
swept the country during the first half of 
this year, and on campaigns planned for 
the remainder of the year, Mr. Harring- 
ton stated that Donnelley’s business for 
the first six months exceeded by several 
times the volume of the same period in 
1948. It also exceeded 1941, the banner 


year for samples and coupons. 
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A new look at profit sharing, 
a plan for industrial harmony... 





Profit Sharing and 


Industrial Harmony 





O give the individual worker a stake and a 

status in the business in which he is em- 
ployed would, it is believed, increase his satis- 
faction in his job. Profit sharing has been re- 
garded as one way to give a worker the desired 
sense of partnership. Business researchers have 
taken a lively interest during the past half 
century in the successes and failures of experi- 
ments in profit sharing, and have reported 
from time to time the results of their studies. 
Some of the reports have been mildly favor- 
able to profit sharing; others have expressed 
doubt as to its feasibility. Tabulations have 
been made of successes and failures. Some in- 
vestigations have uncovered more failures than 
successes; others have examined cases which 
point to a greater number of successes. Al- 
though many business and labor leaders are 
skeptical of profit sharing, the lack of har- 


mony that exists today between employer and | 


employee impels searchers after a means to 
bring about industrial peace to look once more 
at this program. 


Essentials for Labor Harmony 


It must be admitted that a sense of part- 
nership alone will not give worker content- 
ment if other conditions in labor relations are 
not satisfactory. Better quality of foreman- 
ship is a basic necessity. Working conditions 
must be raised to the highest possible level. 
Machinery for handling grievances must be 
perfected. Basic wages must be as high as the 
prevailing rates for the kind of work in the 
community. When all of this has been ac- 
complished, profit sharing may have an appeal 
to workers, provided a sound plan is adopted. 
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Charles L. Jamison 


The people who toil to produce goods and 
to distribute them, as well as all others who | 
participate in the many complex activities of 
modern business, have a right to live the good 
life and to find contentment in their work. 
Indeed, in their well-intentioned experimenta- 
tion with different means to satisfy their long- 
ing for security, recognition, and a better 
standard of living, they are in danger of de- 
stroying the advantages they now have. In- 
stinctively all men want freedom. The crafts- 
man of past generations had freedom but he 
faced grave risks, and only the more hardy 
could survive. 

Technology produces goods and services of 
such superior quality that there can be no 
return to handicraft economy. Men must 
associate together to carry on the productive 
and the distributive process. Moreover, not 
many workers have the courage or the re- 
sourcefulness to be entirely on their own. A 
compromise between the status of wage earn- 
ers and individual proprietors might bring to 
today’s workers some of the contentment that 
their forebears once felt. 


Objectives of Profit Sharing 


In years past there have been spurts of 
interest in sharing profits with employees in 
order to give them a sense of proprietorship, 
an enthusiasm for their work, an earnestness 
to do their part as efficiently as possible. The 
satisfaction of the worker is a desirable end 
in itself, but much more than that can be 
gained by the worker’s taking a greater inter- 
est in what he is doing. 

The quality of the product of his work can 
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be improved thus giving greater satisfaction 
to the consumer. Costs can be reduced, which 
increases the profit that the worker is to 
share. Some companies have found that cost 
has been reduced to such a degree that some 
of the saving can be passed on to the con- 
sumer in lower prices with an encouraging 
slice of the profit still left for the participating 
worker. This is an ideal that would have the 
enthusiastic support of all true Americans, if 
it were practical—and it has been found to be 
practical. Many examples can be cited of em- 
ployers who have practiced profit sharing 
over a period of years with benefit to their 
workers and satisfaction to themselves. 

The average American workman is a peace- 
loving individual. He wants to do right as he 
sees the right. He gets no lasting satisfaction 
from the perpetual turmoil in which he finds 
himself. He would like to have harmonious 
relations with his employers. He would like 
to have the assurance that as long as there 
are orders on the books he will have uninter- 
rupted employment and a steady income. Cer- 
tainly the risk of unemployment when there 
are no orders gives him as much insecurity 
as he should be asked to face, without having 
added to it the insecurity of intermittent 
strikes which throw him out of work. 


The Council of Profit Sharing 
Industries 


An awareness of the grave danger to the 
free enterprise system that lies in the turbu- 
lent relations between employers and em- 
ployees has impelled a group of employers 
who enjoy friendly relations with their work- 
ers through profit sharing to associate in an 
organization known as the Council of Profit 
Sharing Industries. The members of this as- 
sociation are evangelists of industrial peace 
and employee good will. They are contributing 
generously of their time and money to ac- 
quaint the public with what profit sharing is 
accomplishing in their respective enterprises. 
Facts are made available by them that should 
give hope to harrassed workers and harrassed 
employers. 
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Profit sharing is not a device to destroy the 
workers’ organizations. In fact, the very exist- 
ence of their unions can be an asset to the 
profit sharing movement. Labor leaders who 
understand what profit sharing can do to im- 
prove the status of the members of their 
unions are favorable to it. If profit sharing 
can smooth relationships between manage- 
ment and workers and contribute to the well- 
being of union members, there can be no 
reason for opposition from labor leaders who 
are sincerely interested in the welfare of union 
members. Such leaders are just as desirous as 
the rank and file of finding a lasting solution 
for the problem of making the workers con- 
tented. Profit sharing, as viewed by the Coun- 
cil of Profit Sharing Industries, is at least a 
partial solution. 


The Profit Sharing Plan in Action 


The fact that profits fluctuate from year 
to year, as they do in many industries, is not 
a deterrent to the success of the plan. Each 
worker’s regular wages are the same as the 
prevailing rate for his type of work in the 
labor market. Usually they are the union rate. 
He can earn no less under profit sharing than 
he would earn without it. His share of the 
profits, like the stockholders’ share, is above 
his regular earnings. 

It has been found in some companies that 
the workers enter so wholeheariedly into their 
“partnership” responsibilities that earnings do 
not fluctuate as greatly as they otherwise 
would. One member of the Council, for ex- 
ample, has such low costs because of the co- 
operation of his “associates” that he can 
operate to capacity even in a business slump. 
His selling price is lower than the costs of 
some of his competitors. 

Profit sharing means the sharing of net 
earnings—that is to say, sharing with workers 
the fund available for distribution to stock- 
holders. It is not to be confused with incentive 
wage plans. There is no reason why incentive 
wages can not be paid concurrently with a 
plan for profit sharing. It is the objective of 
incentive wages to increase efficiency. Greater 
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efficiency makes greater profits. The prospect 
of sharing the increased profit has the effect 
of making an incentive wage plan more palat- 
able to the worker. 


Factors Affecting Profits 


The objection may be raised that many in- 
fluences affect profits which are entirely beyond 
the workers’ control. Consider, for example, 
the fortuitous gain of a Southern textile manu- 
facturer in' 1948 from his hedging operations 
on raw cotton. The company had a profit 
sharing contract with its employees and gave 
them 30 per cent of the profit on the hedging 
operation. Should the company lose on a 
future hedging operation, as it may well do, 
the question may be asked, will the workers 
give back part of the money they received on 
the winning side? The answer is no. Stock- 
holders never give back any of their dividends. 
Future losses are absorbed from undistributed 
past earnings. 

There is little difference between the rela- 
tionship of the stockholder to profits and that 
of the profit sharing employee. Both groups 
can gain from continuous, cost-saving opera- 
tions. But there is this difference; the stock- 
holder can do nothing to control the opera- 
tions. The worker can do a great deal. Slow- 
downs, work stoppages, sabotage and other 
devices by which the worker gives expression 
to his dissatisfactions, will eat into his profits 
as well as those of the stockholder. When the 
worker is a “partner” in the business, he is 
less likely to do things of that sort. Of course, 
when he is on strike he loses his wages, which 
is a serious loss to him, while causing a loss 
also to the stockholder. 


The Computation of Profits 


There is merit in the corporate practice of 
giving employees statistical information about 
the business—understandable statements of 
earnings, balance sheets and the sort. How 
much interest the worker takes in such mat- 
ters is not known, but it is certain he would 
take a greater interest if he were sharing the 
profits about which he is being told. 
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This brings up another objection that is 
raised against profit sharing. Professional ac- 
countants are in disagreement as to the correct 
procedure in computing profits. The layman 
who does not understand the complexities of 
modern accounting is even more skeptical of 
the accuracy of profit figures. This can be 
said, however: the Department of Internal 
Revenue of the federal government is vitally 
interested in the accurate statement of profits. 
With the tax collectors keeping a watchful 
eye on profits, backed by the integrity of the 
accounting profession, the workers who par- 
ticipate will have to accept the figures on 
faith. That is what the stockholders have to 
do. Indeed the essence of modern business is 
confidence in tne honesty of the men who 
manage business. 

Thinking men will reactiy admit that the 
idea has merit as an ideci, but how can it 
be applied? The Counc?! of Profit Sharing 
Industries is prepared to answer that ques- 
tion. The Council maintains an office in the 
First National Tower, Akron, Ohio. The 
Executive Secretary is Mr. Joseph B. Meier. 
A convention of profit sharers is to be held at 
the Roosevelt Hotel, New York, December 
1, 2, and 3. The convention is open to 
all persons interested in profit sharing. The 
speakers will be men prominent in public life, 
business leaders who have practiced profit 
sharing successfully and labor leaders who 
believe in its efficacy in bringing worker satis- 
faction. 





USE OF NEW CORPORATE FUNDS 


In the first seven months of 1949, only 
15 per cent of the proceeds from corpor- 
ate security offerings was used for re- 
funding existing debt. The balance was 
put to work as follows: new plant, 70 per 
cent; working capital, 15 per cent. In 
1939, frequently cited as a “normal year,” 
five-sixths of the proceeds from corporate 
security offerings were used for refunding 


purposes. 
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PERSONAL SAVINGS 





Personal savings, after reaching unprece- 
dented amounts during the war years from the 
standpoint of dollar volume and as a per- 
centage of disposable personal income, de- 
clined rapidly after the end of the war and 
reached a postwar low in 1947 in spite of a 
rise in income. In the latter part of 1947, the 
rate of personal saving again moved upward 
and is currently eight percent of disposable 
personal income as compared with three per- 
cent in 1947. A small decline in the second 
quarter of this year may indicate that the 
saving rate has started to level off. When 
compared with the 1935-1940 average of 
about five percent, the rate of personal savings 
at this time seems to be approaching normal. 


* * * 


THREATS TO COTTON 


Chemical synthetics of the type of Nylon, 
Orion, Vinyon, Saran, and others, are now 
making rapid strides at the expense of natural 
fibers and rayon. Non-rayon synthetic output 
is still comparatively small—74 million 
pounds last year—but is expected to increase 
to about 100 million pounds by 1950. 

The principal reason for the rise of syn- 
thetics is that they offer combinations of prop- 
erties that are not found in natural fibers. 
DuPont’s Nylon, the first of the chemical 
derivatives, was an immediate and smashing 
success because it had silk-like properties and, 
in addition, offered bonuses such as high 
strength, ease of manufacture, resistance to 
age, moths, mildew, and chemical attack. 

Glass textiles are now firmly established 
and are competitive for many domestic and 
industrial uses. 
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BUSINESS BRIEFS 


HOTEL PATRONAGE DOWN 





Hotel patronage, from coast to coast, has 
slipped this year and now is dangerously close 
to the point where the big hostelries could 
soon be showing net losses. Before the war, 
most large hotels could show a profit with an 
average year-around occupancy of 60 to 65 
percent. Today, due to high costs, some ex- 
perts say the necessary occupancy ranges 
from 80 to 85 percent. 

Horwath and Horwath, hotel accountants, 
has recently surveyed a hundred hotels in 
fifty cities. This survey shows that this year’s 
occupancy rate is trailing farther and farther 
behind last year’s. In February the hotels 
averaged 86 percent fuil; this is just two per- 
cent below the similar month of 1948. In 
March the gap was four percentage points and 
for the next four months it spread to five 
points. For August, the average occupancy 
rate was down to 81 percent which is a full 
seven points below the similar month last 


year. 


* * * 


FEWER MORTGAGED HOMES 





Nearly three out of every five of the na- 
tions nonfarm homes are owned free and 
clear, reports the Federal Reserve Board’s 
1949 Survey of Consumer Finances. Exact 
proportion is 57 percent, which represents a 
gain of 2.3 percent over 1940 and marks a re- 
versal of a trend toward mortgaged homes 
which had been increasing since 1900. Like- 
wise, unmortgaged farm homes have increased. 
The Department of Agriculture shows that 
seven out of ten farm homes were free and 
clear in 1945, a big increase over 1940. 
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G. M. PRECAUTION 


According to Business Week the antitrust 
case lost by Standard Oil Company of Cali- 
fornia may effect one of General Motors 
Corporation’s time-honored marketing prac- 
tices. For many years, General Motors deal- 
ers, not only in cars, but in appliances, Diesel 
engines, etc., have had exclusive sales terri- 
tories. If one dealer crossed over into an- 
other’s territory, he was penalized. Now Gen- 
eral Motors has apparently decided to revise 
its agreements “in the light of legal trends 
under the antitrust laws.” As a result of this 
action General Motors dealers near their home 
plants in Michigan may get a slight increase 
in sales. People passing through may soon be 
able to buy cars without paying freight rates 
or making prior arrangements with hometown 
dealers. 





2K * * 


DRIVE-IN INSURANCE 





Drive-in insurance has taken its place be- 
side drive-in theaters, cafes, and banks. The 
Preferred Casualty Association has set up in 
Seattle, Washington, an insurance curb-service 
office. It is a converted driveway, accommo- 
dating six autos at a time, and enables drivers 
to transact business from their cars. 


* * * 
RADIATION PROTECTION 





In the near future we may see chemical 
ways of protecting people and animals against 
the effects of atomic and other radiation. At 
least a hint to that effect can be found in the 
results of research announced by the Atomic 
Energy Commission’s Argonne National Lab- 
oratory in Chicago. 

Argonne researchers exposed animals to 
X-ray concentrations which ordinarily would 
kill them. But the animals survived the ex- 
posure—if, about an hour ahead of time, they 
had been dosed with cysteine, an inexpensive 
amino acid. The cysteine could be given by 
mouth or injection. Given immediately after 
the exposure, it did the animals no good. 
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HOUSING MARKET 

Solidity in the housing market is indicated 
by the Federal Reserve Board’s 1949 Survey 
of Consumer Finances. The survey forecasts 
a demand for at least seven million nonfarm 
homes in the five years beginning with 1949. 
The maximum estimate is a demand for twelve 
million homes, contingent on the continuation 
of favorable economic conditions and the 
availability of suitable houses at acceptable 
prices and on favorable financing terms. The 
survey further points out that most of the 
promising housing prospects were those in the 
higher income brackets (over $3,000) and 
younger people (between ages 25 and 45 
years). 





* * * 
1948 PERSONAL INCOME SETS NEW HIGH 


A recent report in the Survey of Current 
Business shows that income payments to indi- 
viduals in 1948 were of record dollar volume 
in nearly every state. 

On a nation-wide basis, incomes received 
by individuals increased nine percent from 
1947 to 1948, reaching a total of 206 billion 
dollars. The largest regional gain was scored 
by the central states, where the flow of in- 
come expanded twelve percent. The smallest 
gain (six percent) occurred in the New Eng- 
land and the far western states. The South- 
east’s nine percent increase equalled the 
national average, while the Middle east had 
eight percent and the Southwest and North- 
west each had a seven percent gain. 


* * * 

430,000 COLLEGE DIPLOMAS 
IN 12 MONTHS 

The nation’s colleges handed out a record 
430,000 diplomas during the last school year, 
according to the U.S. Office of Education. The 
agency estimates that 375,000 bachelor or 
first professional degrees were granted—a 38 
percent increase over the previous year—and 
55,000 advanced degrees with a 20 percent 
gain in master’s degrees and a 29 percent gain 
in doctor’s degrees. 
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Excerpts from a release of the 


Michigan Department of Economic Development 


STRAITS OF MACKINAC TRAFFIC AT ALL TIME HIGH 


The automobile car ferry service main- 
tained by the Michigan State Highway De- 
partment at the Straits since 1923 carried over 
141,000 vehicles in August 1949 or a volume 
greater than the total traffic for 1930. This 
traffic has shown rapid gains in the postwar 
period reflecting Michigan’s growing popular- 
ity as a vacation-land. A study of the Straits 
traffic in 1939 estimated the volume at 
390,608 vehicles in 1948 and at 470,000 for 
1960. The actual traffic last year was 551,153 
and by the end of 1949 the total number of 
vehicles should have passed 625,000. On July 
2, 1949, traffic on the nine-mile car ferry 
route reached a single day record of 6,068 
vehicles. 

In the months of June, July, and August of 
this year the Straits vehicle traffic was 11.3%, 
15.7%, and 8% respectively, above the same 
months in 1948. Over 900,000 drivers and 
passengers were transported during this period. 
This flow provides an important indicator of 
the status of Michigan’s tourist business. 

Transportation across the Straits was in- 
augurated in 1888, when the Mackinac Trans- 
portation Company (owned jointly by three 


railroads) began operating the first car ferry 
on the Great Lakes. This company’s vessels © 
still are chartered by the State Highway De- 

partment for carrying autos at periods of peak | 
demand. During 1948 over 30,000 freight cars 
were carried across the Straits as shown by the 

following traffic figures tities 


Northbound 8,668 
Southbound 14,264 


Since the day of fur trading the Straits has _ 
been a strategic point. Today U. S. highways | 
23, 27, and 31 from the south and U. S. 2 | 
from the western Upper Peninsula converge 
at the four-mile wide Straits through which 
lake freighters carry millions of tons of iron © 
ore, coal, grain and other bulk commodities 
annually. Men have long pondered over the’ 
methods and costs involved in permanently | 
linking Michigan’s two peninsulas at this 
point. Among the proposals have been bridges, | 
bored tunnels, and floating tunnels. The width © 
and depth of the central channel make any 
structure a costly undertaking. Currently the} 
Inter-Peninsula Communications Commission | 
is studying this important question. 


Empty 
5,431 
2,249 


1949 CAR FERRY TRAFFIC AT THE STRAITS OF MACKINAC 








Passenger 
Cars 


Buses, Trucks 
and Trailers 


Total Passengers? 


Vehicles# 





Month North 


Bound 


North South 
Bound Bound 


South 


Bound 


South 
Bound 


North 
Bound 


South 
Bound 


North 
Bound 





1,767 
1,739 
2,089 
3,074 
3,941 
4,850 
6,284 
6,464 


3,131 3,320 
2,730 2,535 
4,616 4,009 
8,236 6,455 
16,257 14,275 
26,945 21,131 
62,389 55,697 
64,320 64,266 


Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 


1,621 
1,646 
1,827 
2,385 
3,322 
3,861 
5,790 
6,303 


7,483 
5,328 
8,683 
13,515 
28,193 
41,287 
117,264 
137,689 


6,468 
5,171 
8,357 
15,442 
30,780 
51,762 
128,036 
135,911 


4,941 
4,181 
5,836 
8,840 
17,597 
24,992 
61,487 
70,569 


4,989 
4,469 
6,705 
11,310 
20,198 
31,795 
68,673 
70,784 





2 Does not include motorcycles 
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> Does not include drivers of vehicles 
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